OUT OF PRINT PROPERTY or 


NATIONAL ASSOCIATION OF COST 


N. A. C. A. BULLETIN 


Vol. XIX, No. 15 April 1, 1938 


IN THREE SECTIONS 


IN THIS ISSUE 


. Planning and Controlling Salesmen’s 
Costs, by Ronald H. Robnett and 
Herbert E. Tucker 


This Bulletin is published semi-monthly by the National 
Association of Cost Accountants, 385 Madison Avenue, 
New York. Subscription price, $10.00 per year. Entered 
at the Post Office, New York, N. Y., as second-class mat- 
ter August 28, 1925, under the Act of March 3, 1879. 


: 
Section I 
= 
a ARY 
3 = 
*1919° 
= 


EDITORIAL DEPARTMENT NOTE 


It is interesting to note how the cost control activities to 
which industrial accountants have been giving increasing atten- 
tion in recent years have often led the accountant into other 
fields where his viewpoint and training have been of special 
value. Efforts to establish better control of costs have necessi- 
tated more information and better methods throughout the or- 

ization involved; this has led the industrial accountant to 
amiliarize himself with fields to which he had not previously 

iven much attention. The results have usually been beneficial 

th for the accountants and activities involved. The article in 
this issue is a good case in point. It is an excellent case study, 
showing how an effort to control salesmen’s costs has led to 
better planning, better sales control and better results as well 
as a reduction in costs. At the same time the morale of the 
sales staff has been improved because the salesmen know that 
accomplishments are recognized. It illustrates not only the value 
of cost control in this field, but the by-products which may be 
expected to result from cost control activities. 

This article is a joint product of Ronald H. Robnett and 
Herbert H. Tucker, both of the Boston Chapter. Professor 
Robnett is a graduate of the University of Oregon and in 1934 
was graduated from the Harvard Business School with the 
M.B.A. degree. He has served as Research Assistant of the 
Bureau of Business Research and as Assistant Graduate Man- 
ager of Student Activities at the University of Oregon, and 
since 1934 has been connected with the Massachusetts Institute 
of Technology, first as Instructor of Accounting and for the 
past year as Assistant Professor. 

Herbert E. Tucker is also a Harvard man, having graduated 
from Harvard College in 1915. Following six years’ experi- 
ence on the accounting methods staff of the American Tele- 

& Telegraph Co., and as Internal Auditor of the Gillette 

fety Razor Co., he joined the public accounting firm of 

Charles F. Rittenhouse and Co., where he is now a Partner. 

Mr. ba has served as Secretary of ‘our Boston Chapter 
since 
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PLANNING AND CONTROLLING SALESMEN’S 
COSTS IN THE KWALI-KUMFORT SHOE COMPANY* 


A Case Stupy 


By Ronald H. Robnett, Assistant Professor of Accounting, 
Massachusetts Institute of Technology, Cambridge, Mass., 
and Herbert E. Tucker, Partner, Charles Rittenhouse and Co., 

Boston, Mass. 


HE Kwali-Kumfort Shoe Company manufactures a line of 

men’s high-grade shoes. Its products enjoy a wide acceptance 
among purchasers of quality footwear. It sells through its own 
salesmen directly to retailers. With the exception of certain priv- 
ate-brand merchandise sold to large dealers, all the products bear 
the Kwali-Kumfort label. 

The company’s growth for the past sixty years has been gradual, 
but steady. In spite of manufacturing high-priced shoes, it has 
suffered less from depression than most other firms. To a consid- 
erable extent, this has been due to dealer and customer loyalty. 
Repeat business has always been good. 

The management has always attempted to adjust its policies to 
meet changing conditions. An example of this is what took place 
in the early 1920’s, when the company adapted itself to changes 
in dealer buying habits by installing an “in-stock” department of 
finished goods. This department maintained up to ten weeks’ 
supply of finished and in-process shoes. The company was thus 
able to make shipments quickly under circumstances where the 
dealers ordered several times in a single six-months season. Of 
course, there was considerable risk of inventory loss under this 
method, but this risk was largely obviated by the steady expan- 
sion of sales that took place during this period. This example is 
cited only as one illustration of how this concern frequently modi- 
fied its policies as conditions changed. It has remained a medium- 
sized establishment devoted almost exclusively to the manufac- 
ture and nation-wide distribution of men’s high-grade shoes. The 
leading lines retail at prices from ten to fourteen dollars. 


* All names used in this case are fictitious. 
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There was one area, that of expense control, in which the com- 
pany was not as progressive as it was in the areas of design, qual- 
ity, and manufacturing methods. Perhaps this was only natural 
in an old, established concern whose profits had always been 
ample. 

The late depression, beginning in 1929, did things to profits that 
had never been done before. In an effort to correct the resulting 
unsatisfactory profit conditions, the management turned its at- 
tention to a careful and rigid scrutiny of expense trends. Out of 
that study has evolved a number of expense control methods which 
have assisted the concern to come through the depression with 
each year in the black—a record that few companies can duplicate. 

It is beyond the scope of this paper to describe completely all 
the various controls and how they operate. We have elected, in- 
stead, to discuss in some detail the evolution of the method for 
compensating salesmen. This method is typical of the company’s 
present approach to the problems of control. Further, it is an ex- 
cellent illustration of the ways in which the accounting department 
may co-operate with other divisions of the business in forecast- 
ing, planning and controlling future operations, instead of merely 
recording past results about which nothing can be done. 


Former Method of Compensating Salesmen 


Under the old method of compensating salesmen, the continental 
United States was divided into territories, each under the charge 
of a salesman. Subject to general supervision of the sales man- 
ager, each salesman was responsible for developing and serving 
his territory, and planning his own routing. The men’s earnings 
were determined on a straight commission basis, with commission 
rates ranging from 8 per cent on Grade 1 to 5 per cent on Grade 
3 shoes. These rates were standard in all territories. Grade 1 
shoes were divided into two lines, the “‘DeLuxe” model, and the 
“Standard” model. In a typical season, the “DeLuxe” shoe had 
a factory price of approximately $8.00, and the “Standard” shoe 
a price of $6.00. The factory price of Grade 2 shoes was $5.00, 
and of Grade 3 shoes, approximately $4.00. 

Each salesman paid his own expenses out of earned commis- 
sions and was permitted to draw against the company as he 
needed funds. In many instances this meant that salesmen were 
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drawing against unearned commissions. It frequently happened 
that salesmen would have commission deficiencies at the end of 
the year, that is, they would have drawn more funds from the 
company than were earned on the basis of sales commissions. 
When this happened, the amount of the commission deficiency was 
charged to profit and loss at the end of the fiscal year. 

In 1930, sales volume (and therefore earned commissions) 
dropped sharply, but salesmen’s drawing account withdrawals did 
not. No particular attention was paid to this until near the end of 
the fiscal year, when it became apparent that the commission de- 
ficiency write-off would be large. This fact, together with a num- 
ber of other unfavorable factors, was affecting profits materially. 


Investigation by Accounting Department and Sales Manager 

An investigation into the whole matter of direct sales costs was 
undertaken by the accounting department for the sales manager. 
It soon became painfully clear that the records did not contain 
adequate information for such a study. 

(1) There was no breakdown between travel expense and 
net earnings by salesmen and by territories. The commis- 
sion rates had been designed to cover both expenses and 
salary, so that the company had not been concerned with the 
development of an experience table of territory travel ex- 
pense. 

(2) Although there were records of the sales of each rep- 
resentative, there was no record of territorial cost differ- 
ences. It would seem apparent that it should cost more per 
dollar of sales to cover the Pacific Coast territory than to 
serve the New York City area, but there were no records 
which would verify these assumptions. 

(3) The sales manager had a good general idea of the na- 
ture of each territory, but no detailed information on the ef- 
ficiency of each salesman in covering his routes. He could 
not judge, for example, whether a particular salesman was 
spending too much time and money on frequent calls on 
small customers to the detriment of his relationships with 
important stores in large cities. 

(4) No one in the organization had any real idea of the 
sales possibilities in any particular part of the country. It 
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was not possible to tell whether a given salesman was fully 
exploiting his territory or was only skimming the cream. 


It may appear that the foregoing is a strong indictment of the 
planning and control methods of this company. However, it should 
be remembered that the concern had enjoyed steady expansion, 
had always made good profits, and in general was in a sound finan- 
cial condition. It is always easy for management in such circum- 
stances to overlook the necessity for refined planning techniques 
and more elaborate control methods. 

It was apparent to the management, at this point, that the whole 
matter of sales policy must be overhauled. It is interesting and 
significant that what had started as a review of direct sales ex- 
pense quickly broadened to such matters as the planning of sales 
activities. Any method that could be devised to control sales costs 
and, at the same time, to increase volume over what otherwise 
would be possible, would have a salutary effect upon fixed manu- 
facturing costs as well. Anything that would decrease unabsorbed 
factory burden in this depression would, of course, increase net 
profits. 


Decision to Seek Professional Advice 


Recognizing the breadth of the problem and the necessity for 
making improvements as quickly as possible, the management de- 
cided to seek professional assistance. 

The consultants, after a survey of the am set for them- 
selves the following objectives : 


(1) Evaluation of the various sections of the country to 
get what they termed “disclosure of buying power.” This 
would be used as a standard in arriving at sales potentials for 
each section. 

(2) Realignment of territories in terms of potential sales 
outlets, present sales outlets, distances to be covered be- 
tween cities, etc. The objective, of course, was to establish 
territories, each of which could support a salesman, could be 
developed scientifically, and could be covered adequately 
each six-months season. 

(3) Planning routes within territories. The most import- 
ant feature of this was the classification of towns for fre- 
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quency of call. By rating towns on such factors as popula- 
tion, “market evaluation,” ratio of retail clerks to popula- 
tion, number of tax returns per 1,000 population, and census 
sales, they could be grouped into five classes. Group 1 would 
be visited twice monthly, Group 2 monthly, Group 3 every 
two months, Group 4 every four months (with telephone 
solicitation each alternate two months). Group 5 would be 
omitted entirely. 

(4) Determination of differences between territories in 
travel costs. This involved a study of population density, 
distances between cities, hotel rates, desired routing, num- 
ber of calls, etc. 

(5) Development of a salesman payment plan based upon 
the principle of salary plus bonus. The bonus point was de- 
fined as that point where the salesman secured orders suffi- 
cient to meet, at the territorial expense ratio, his salary and 
budgeted travel costs. 


The purpose of this approach was to equalize territorial differ- 
ences as much as possible, and to give each salesman an equal op- 
portunity to participate in the bonus plan. 

In order to reflect differences between territories, it would be 
necessary to establish a standard expense percentage for each ter- 
ritory. For example, the New York City territory which would 
have a relatively small travel cost might be assigned to 5 per cent 
standard rate, while the Pacific Coast territory where one man 
would be required to cover the whole coast to secure a comparable 
volume of orders might be assigned a 9 or 10 per cent rate. 

In setting the territorial rates, the consultants attempted to 
measure most of the points previously discussed. These included 
such factors as population, distances between cities, most efficient 
routing, hotel rates, and other elements of travel cost, as well as 
the general market characteristics of each territory. The two ex- 
amples which follow illustrate the influence of territorial rates on 
the bonus quotas. 

Assume the New York City salesman was given a budget of 
$2,000 for a six-months season ($1,500 salary and $500 expense) ; 
at a rate of 5 per cent his bonus point or “must” quota would be 


$40,000. 
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The Pacific Coast man, on the other hand, might be given a 
budget of $3,500 (salary $1,500, expense $2,000). At a rate of 10 
per cent his “must” quota would be only $35,000. 

A percentage rate for each grade of shoes (standard for all ter- 
ritories) would be established for all sales in excess of the bonus 
or “must” quota. A territorial or “attainable” quota would be 
established for each territory based upon the previously deter- 
mined practical and potential sales possibilities for each. 

An integral part of the plan was the setting of quotas in pairs 
by grades of shoes, as well as by dollars. As a trial, this would 
be accomplished by determining an arbitrary percentage for each 
grade. By the use of a unit selling price for each, the dollar 
“must” and “attainable” quotas would be reduced to quotas in 
pairs. 

The consultants were authorized to proceed along the lines in- 
dicated and a plan embodying the objectives outlined was put into 
effect for the fall season of 1931. The sales compensation plan 
has now been in effect for more than six years. Each season cer- 
tain modifications and simplifications have been made, based upon 
cumulative experience. In its essential purpose, that of planning 
sales and controlling expenses, the broad outlines of the plan 
remain the same. 


Modifications Since Adoption 


Before proceeding to a detailed discussion of the plan’s oper- 
ation in a typical season, it might be well to indicate briefly some 
of the modifications that have been effected in its evolution. 


(1) One type of modification can be summarized under 
the heading of rate changes. Such matters as territory as- 
signments, standard territory rates, expense budgets, and 
methods of bonus payments, were reviewed constantly and 
changed whenever inequities appeared. 

(2) The original plan called for setting quotas in pairs 
for each grade on the basis of uniform percentages for all 
territories. The proportions chosen were designed to push 
the Grade 1 shoes and gradually to subordinate Grades 2 
and 3. This plan did not work well. To a small degree, this 
might have been due to the personality and inclination of the 
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salesmen. To a greater degree, in the opinion of the com- 
pany, it was due to fundamental differences in sales possi- 
bilities, as between the territories. For example, it might be 
expected that a larger percentage of Pacific Coast residents 
could be sold a $13.00 shoe than would be the case in the 
deep South. 

Accordingly, the company abandoned the uniform per- 
centage plan in favor of a different pairs quota percentage 
for each territory, designed to reflect the characteristics of 
each section. 

(3) One feature of the plan, as previously explained, was 
the budgeting of expense as a feature of the “must” quota. 
Each salesman would earn a bonus on all sales above the 
quota. Under the original plan, the quota was fixed for 
the season. No provision was made for rewarding the sales- 
men who saved expenses, or for penalizing the salesman who 
exceeded his budget. 

By the simple device of making the quota flexible to reflect 
savings or overruns of expense, the company was able to 
give the salesmen a real incentive to be more economical in 
travel. To illustrate this point, assume that the salesman in 
charge of the New York City territory saves $50 on his ex- 
pense budget. His “must” quota is automatically reduced 
$1,000 (i.e. $50 divided by 5 per cent). Thus, he participates 
in the bonus rate $1,000 sooner than otherwise would be the 
case. Conversely, if his expenses exceed the budget by $50, 
the quota is raised by $1,000. 


In the foregoing, we have tried to give a broad picture of the 
objectives of the Kwali-Kumfort Shoe Company in working to- 
wards a practical method for compensating salesmen and for con- 
trolling their expenses. We have described the original plan, and 
its subsequent modifications in general terms. In order to illus- 
trate the procedure, let us consider in detail one complete six- 
months cycle of operation. 

The period chosen for consideration is the fall season beginning 
September 1, 1936 and ending February 28, 1937. The illustra- 
tive figures are hypothetical, but care has been taken in adjusting 
them so that they are essentially valid examples. 
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The accompanying map shows the territories covered by the 
seven salesmen employed by the Kwali-Kumfort Company. The 
percentage figures indicate the territorial rates for each. Both 
the territories and the rates had been substantially changed since 
the inception of the plan. The planning of routes and the classi- 
fication of towns for frequency of call had made it possible to cover 
the country with fewer salesmen than was the case in earlier years. 


Steps IN SETTING UP PLAN For TypicaL SEASON 


1. Setting Budget for each Salesman 


The first step in planning the activities for the season was the 
establishment of the budget for each salesman. The base salary of 
each man was set at $1,500 for the coming season. This was a 
continuation of the figure which had been in effect for the past 
several periods. 

To aid in setting the budget of travel expenses, the accountant 
first prepared a tabular summary of actual expenses for the past 
three seasons. If any accounts appeared out of line, a detailed 
analysis was made, in order to determine the cause of the vari- 
ance. He then secured from the sales manager details of any con- 
templated modification of routing or other territorial changes. 
With this information he proceeded to set the expense budget for 
the coming season. Exhibit I illustrates these steps. 


Exuusit 1 
SALESMEN’S EXPENSES 
(3) 
(1) (2) Estimated (4) 

Actuai Actual Actual Budget 
3/1/35- 9/1/35- 3/1/36- 9/1/36- 
8/31/35 2/28/36 8/31/36 2/28/37 
Adams ... $1,089 $ 1,136 $ 1,230 $ 1,200 
631 623 586** 750 
1,026 1,030 1,026 1,050 
1,831 1,832 1,794 1,800 
Evans* 774 1,295 1,200 
ee 2,291 2,231 2,250 
rer 1,922 2,139 2,304 2,100 
TOTAL... $9,564 $10,286 $10,013 $10,350 


*Travels territory more intensively in fall season than in spring. © 
**Covers 21 weeks only. 
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2. Reviewing and Setting Territorial Rate 


The territorial rates which, as explained previously, are de- 
signed to equalize differences between territories and to give each 
salesman an equal opportunity to earn a bonus, were reviewed 
each season. The sales manager compared past total earnings with 
his judgment as to the calibre of the man, as a check on the rate. 
In the earlier years of the plan, rate changes were frequent. Now 
the rates are not changed between seasons except for major ter- 
ritorial revisions. 


3. Establishing “Must” or Bonus Quotas in Dollars 


The accountant’s next step was the preparation of “must” or 
bonus quotas for each salesman. Exhibit 2 illustrates this pro- 
cedure. The travel budget for each salesman, as shown in Exhibit 
I, was carried to column 2 of Exhibit 2. The monthly travel 
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COMPUTATION OF “MUST” OR BONUS QUOTAS IN DOLLARS 
September 1, 1936 to February 28, 1937 


(4) (5) 

Travel. Travel Salary Per- in 

Allowance Allowance Allowance Budget centage ollars 
Adams ..... $200 $ 1,200 $1,500 $2,700 6 $45,000 
aaa 125 750 1,5 2,250 5 45,000 
175 1,050 1,500 2,500 6 42,500 
aheseas 300 1,800 1,500 3,300 8 41,250 
OO re 200 1,200 1,500 2,700 8 33,750 
eer 375 2,250 1,500 3,750 7 53,571 
 sscnsets 350 2,100 1,500 3,600 10 36,000 
Torats ... $1,725 $10,350 $10,500 $20,850 7.02 $297,071 
Note: Special “House” Accounts, handled directly by the sales manager, 


are omitted from this and all subsequent exhibits. 


budget (one-sixth of the season’s budget) was placed in column I. 
The season’s salary allowance was posted to column 3 and the 
total budget for the season shown in column 4 (column 2 plus 
column 3). Territorial rate percentages were then entered in col- 
umn 5. The season expense budget (column 4), when divided by 
the territorial percentage rate (column 5), gave the “must” quota 
in dollars. This was entered in column 6, 
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4. Reduction of Dollar “Must” Quotas to Quotas in Pairs 


The “must” quota in pairs was made up entirely of two lines— 
Grade 1 “DeLuxe” and Grade 1 “Standard.” Salesmen were per- 
mitted to take orders for Grade 2 and Grade 3 on a commission 
basis, but these orders did not count toward fulfilling quotas. 

To aid in setting quotas for the two lines, the accountant pre- 
pared an analysis of Grade 1 sales for the preceding six months. 
Exhibit 3 was the result. The sales manager studied the exhibit 


Exuisit 3 


ANALYSIS OF GRADE 1 SALES IN DOLLARS 
Six Months Ending August 31, 1936 


Dollar Sales Percentage 


Sales Sales Total “DeLuxe” “Standard” 

“DeLuxe” “Standard” Grade 1 %o % 

Adams ...... $ 36,740 $ 30,060 $ 66,800 55 45 
26,752 60, 56 44 
0 ae 42,540 28,360 70,900 60 40 
26,978 30,422 57,400 47 53 
ae 8, 15,275 23,500 35 65 
37,498 33,252 70,750 53 47 
, 15,660 2, 70 30 

Torats .... $222,569 $179,781 $402,350 55.3 44.7 


and suggested percentage modifications for the coming season 
based upon his knowledge of the territories and of the individual 
characteristics of each salesman. 

The accountant incorporated these modifications into a revised 
percentage distribution of dollar sales. These are found in column 
4 of Exhibit 4. It will be noted that the quota percentage for 
“DeLuxe” shoes was raised in five of the seven territories. This 
is consistent with the company’s policy of pushing its best line 
within the limits of the sales potentials of each territory. The 
dollar breakdowns of these percentages are shown in columns 2 
and 3 of Exhibit 4. 

The accountant then proceeded to reduce the dollar quotas 
for each item to quotas in pairs. The sample computations shown 
in Exhibit 4 illustrate the method used. Selling prices had been 
set at $8.00 for the “DeLuxe” shoe and at $6.00 for the “Stand- 
ard” shoe. In the case of Mr. Gay, for example, 70 per cent of 
his total quota of $36,000 established $25,200 as his dollar quota 
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for the “DeLuxe” model. Dividing $25,200 by $8.00 sets his 
quota for “DeLuxe” shoes at 3,150 pairs. In similar fashion, his 
quota for “Standard” shoes was set at 1,800 pairs. The percent- 
age distribution of pairs was 64 per cent and 36 per cent respec- 
tively, as contrasted with a dollar sales distribution of 70 per 
cent and 30 per cent. The pairs quotas were carried to columns 
6, 7 and 8 of Exhibit 4, and the pairs percentage distributions 
were placed in column 5 of the same exhibit. 


5. Establishing “Factory” or “Attainable” Quotas 


In setting the “must” quotas at a figure designed to meet, at 
the territorial expense ratio, the guaranteed salary and expense 
budgets, it is obvious that no particular attention was paid to de- 
sired or expected volume from each salesman. 

The next step, then, was to set an attainable or “factory” 
quota for each salesman. The total factory quota was defined 
as that amount of sales necessary to operate the factory efficiently, 
absorb all fixed expenses on a normal basis, and return a satis- 
factory profit in terms of economic conditions. The total thus 
arrived at was 80,000 pairs of Grade 1 to be sold by the sales- 
men. 

The sales manager set the factory quota for each salesman 
on the basis of his judgment as to territory limitations, territory 
saturation, etc. He was aided in this task by special reports 
from the accounting department showing actual attainment for 
each salesman in past seasons, and by his personal knowledge of 
the characteristics of each territory. The factory quota in pairs 
for each salesman is shown in column 9 of Exhibit 4. 


6. Information to Salesmen on Details for Season 


The final step in setting up the plan for the season was to in- 
form each salesman of the various details so that he would have 
a clear understanding of what the company expected and what 
he could plan to earn. 

For the season with which we are concerned, each salesman 
was given the following specific information : 


His “must” quota in dollars, in “DeLuxe” pairs and in 
“Standard” pairs, with corresponding percentages. 
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His “factory” quota in pairs. 

His expense budget for the season, and a reminder that 
the monthly bonus point would be reduced for savings in ex- 
pense and increased for overruns in expense. 


In addition, all salesmen were informed that: 


For the season, the bonus rate on all sales above “must” 
quota would continue at 6 per cent. 

The regular commission rate of 6 per cent on Grade 2 
sales, and of 5 per cent on Grade 3 sales would be paid, but 
sales of neither grade would count toward fulfillment of the 
“must” quota. 

Money prizes would be awarded to those salesmen who 
exceeded the “factory” quota. 

Salaries would be mailed on the 15th and 30th of each 
month and bonuses would be paid monthly. For purposes 
of bonus calculation both the season quota and season ex- 
pense would be allocated equally between the months. 


OPERATING THE PLAN 

In operating the sales compensation plan, the accounting de- 
partment relied to some extent upon reports originated by the 
salesmen. For example, each salesman reported to the sales man- 
ager daily on each customer or prospect visited. While the in- 
formation thus presented was for the sales manager primarily, 
the accounting department made worksheet analyses of the re- 
ports for the development of statistical records. 


Expense Reports, Orders and Billings 

Each salesman submitted a weekly expense report on a form 
similar to Exhibit 5. The accountant checked these for validity 
of items, expense rates and accuracy of extensions. The reports 
were then sent to the sales manager, who reviewed them and ap- 
proved reimbursement. Payment was made weekly, the debit 
being to the salesman’s commission account. The details of this 
account will be explained more fully in later paragraphs. 

Order blanks were mailed in daily by the salesmen. Each 
order was routed to the credit manager, in-stock shoe department 
and shipping room before it was sent to the accounting depart- 
ment. In the accounting division the order went through the 
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EXPENSE REPORT 
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Travel 
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Meals 


Excess 
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Other Expense 


Am’t 
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typical routine of (1) preparation of the bill, (2) posting by 
accounts receivable clerk and (3) credit to sales (by proper 
classification ). 

The day’s billings were analyzed on a worksheet to show each 
class of sales for each salesman. At the end of the month this 
analysis provided the basis for determination of total credits to 
the salesmen’s commission accounts. In each case credits were 
‘made at the territorial expense rate. The procedure involved a 
debit (general ledger) to the account “Commission Expense” 
and a credit to the “Salesmen’s Commission Ledger Control Ac- 
count.” Each account in the salesmen’s subsidiary ledger re- 
ceived its proper credit. Exhibit 6, which is an analysis of the 
subsidiary ledger account for Mr. Gay for the month of Sep- 
tember, 1936, illustrates this and other points previously dis- 
cussed. 


Illustrative Ledger Account 


In Exhibit 6, Item A (September 1 credit balance of $200) 
represents earnings at the territorial rate of 10 per cent for 
August on bonus sales of Grade 1, and straight sales of Grade 
2 totaling $2,000. This item is cleared from the account on 
September 10 by two debits, No. 2 which represents payment to 
Mr. Gay of $120 (6 per cent of $2,000) and No. 3 a credit to 
the firm’s Commission Expense account of $80 (4 per cent of 
$2,000). 

The $80 item, designated as the “firm’s share in bonus” really 
represents a correction of commission éxpense, which had pre- 
viously been debited at the territorial percentage rate. As Mr. 
Gay’s territorial rate was 10 per cent, and the bonus rate was 
6 per cent, the amount needed to correct the expense overstate- 
ment was $80 (i.e. 4 per cent of $2,000). 

Items 1, 5, 6, 7 and 9 are debits representing actual travel 
expense as obtained from the weekly expense reports submitted 
by the salesman. 

Items 4 and 8 are the debits of the semi-monthly base salary 
charges. 

Item B (September 30 credit of $980) represents gross com- 
missions on Grade 1 and Grade 2 sales totaling $9,800 for Sep- 
tember credited at the territory rate of 10 per cent. 
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The September 30 balance of $404.00 will be cleared from 
the account of October 10 by a credit to cash—Mr. Gay, of 
$242.40 (60 per cent of $404.00) and a credit to the company’s 
Commission Expense Account of $161.60 (40 per cent of 


$404.00). 
Report to Salesmen 


On October 10, a report similar to Exhibit 7 was mailed to 
each salesman. The figures appearing on that exhibit are those 
pertaining to the account of Mr. Gay and are consistent with 


the figures used in Exhibit 6. 


ExuHIsItT 6 
ILLUSTRATIVE SALESMEN’S LEDGER ACCOUNT 
September, 1936 
GAY—ComMissIon ACCOUNT 


Debit Credit 
1936 1936 (A) 
(1) Sept. 9—Expense $ 64.50 Sept. 1—Balance *$200.00 
Credit to Cash) (August bonus sales 


(2) Sept. 10—August 120.00 
Bonus (6% of excess 
sales) (Credit Cash) 
(3) Sept. 10—Firm’s 80.00 
Share in Bonus (4% 
of excess sales- 
credit comm. Exp.) 
(4) Sept. 15—Semi- 125.00 
monthly salary 
(Credit Cash) 
(5) Sept. '16—Expense 71.50 
(6) Sept. 23—Expense 73.75 
(7) Sept. 30—Expense 74.25 
(8) Sept. 30—Semi- 125.00 
monthly Salary 
(Credit Cash) 
(9) Sept. 30—Expense **42.00 
(Sept. 27-30) 


(Credit Cash) 
TOTAL BEFORE BALANCE 776.00 
To Balance 404.00 
TOTAL $1,180.00 


*Includes full credits on Grade 2 
sales, because Grade 2 Comm. 
rate of 6%=the bonus rate of 
6% on Grade 1 sales. 

**Book held open for next weekly 
report. 


on Grade 1 and all 
Grade 2 sales at 
territorial rate 
of 10%) 

(B) : 
Sept. 30-—Commission 980.00 
Earnings on Sales of 
$9,800 (at Territor- 
ial Rate on Grade 1 
& Grade 2 sales for 
Sept. 


TOTAL $1,180.00 


Sept. 30 Balance $ 404.00 
representing : 
(1) Bonus & Comms. 
of 6 x $404— = $242.40 
(2) Firm’s share 
4 x $404— 161.60 


$104.00 
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The “Net Sales Analysis” section of the report shows exactly 
how his bonus was computed. His travel expense of $326.00 was 
$24.00 less than the budget allowance. Twenty-four dollars di- 
vided by the 10 per cent territorial rate is $240.00, therefore his 
“must” quota for the month is reduced from $6,000 to $5,760. 
The difference between this amount and the $9,600 of sales of 
Grade 1 shoes is $3,840. At the bonus rate of 6 per cent his 
earned bonus on Grade 1 was $230.40. Grade 2 sales for the 
month were $200.00. At 6 per cent, earned commissions 
amounted to $12.00. The sum of these two figures gives $242.40 
as extra earnings for the month of September. This agrees with 
the figure (60 per cent of $404.00) shown under the September 
30 ledger account balance in Exhibit 6. 

During the same month, Mr. Gay sold $100 worth of Grade 
3 shoes. The commission earnings of $5.00 were added to the 
$242.40, making the total bonus and commissions check $247.40 
for the month of September. While the sales of Grade 2 and 
Grade 3 shoes appear to be small, it should be noted that the 
primary aim of the company was to push the “DeLuxe” and 
“Standard” models, both of which are classified as Grade 1. 
Most sales of the cheaper grades were made by the sales manager 
directly to large-scale buyers to be sold under private brands. 

The rest of Exhibit 7 is devoted to an analysis of results in 
pairs (top of the exhibit); a calculation of the cost per call; 
and a statement of results in terms of the factory quota (right 
hand side of the exhibit). 

The sales manager is given a report which summarizes the 
same information for each of the salesmen. Thus he is enabled 
to spot trends and to make a variety of detailed comparisons. 
The same daily, weekly and monthly cycles were repeated through- 
out the season so that cumulative as well as current figures were 
promptly available to the salesmen and to the sales manager. 

At the end of the season, a number of reports were prepared for 

“the purpose of giving summary information and to assist in 
setting up the plan for the spring season. Most of these were dis- 
cussed earlier in this paper in relation to planning for the fall 
season of 1936. 
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Report of Salesmen’s Costs 


There is one further report, “Cost of Salesmen,” which may be 
of interest. This report, which is shown in Exhibit 8, summar- 
izes salesmen’s costs for the season. Column 1 shows the ex- 
pense budget and column 2 the actual expense for each salesman, 
thus facilitating direct comparison. Column 3 shows the salary 
payments and in column 4 are entered the total bonus payments 
on Grade 1, together with commission earnings on Grade 2 and 
Grade 3 sales. Column 5 shows the total cost for each sales- 
man. The firm share in bonus sales is entered in Column 6. 
This represents the commission difference between territory rate 
and bonus rate on all sales above the “must” quotas. 


Exuisit 8 
COST OF SALESMEN 
Season September 1, 1936 to February 28, 1937 


4 Firm's 

% Budget Expense Salary Paid Cost Sales 

Adams 6 $ 1,200 $1,277 $1,500 $1,806 $ 4,583 re 
Bell 5 750 888 1,500 1,880 12 $254* 


6 1,050 765 1,500 2,460 4,725 oo" 
8 1,800 1,972 1,500 1,620 5,092 456 
Evans 8 1,200 1,255 1,500 120 2,875 40 
7 2,250 2,107 1,500 1,923 5,530 280 
Gay 10 2,100 2,060 1,500 1,770 5,330 1,145 


Torats .. $10,350 $10,324 $10,500 $11,579 $32,403 $1,667 
*Red, due to bonus rate being higher than territory rate. 


Note: Net sales for season $500,082 at Salesmen’s cost of $32,403. 
Cost of Salesmen was 6.47% of Net Sales. 
“Must” Quota 7.02. 
Budgeted “Attainable” Percentage 6.45. 


The actual percentage rate on sales of salesmen’s costs is cal- 
culated in the lower part of the exhibit. It will be noted that 
the rate is 6.47 per cent, as compared with an over-all rate of 
7.02 per cent computed as part of the preparation of the season’s 
“must” quota (Exhibit 2), and of 6.45 per cent budgeted on the 
basis of “factory” or “attainable” quota. 
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CoNCLUSION 


At this point it is proper to raise the question “Why should 
all this be of interest to accountants” ? 

First, although this is a problem in the management and com- 
pensation of salesmen, it is even more a problem in expense 
control, an area which most certainly is within the scope of the 
accountant. 

Second, although it describes the experience of only one ac- 
counting department in achieving the transition from no control 
of a particular type of out-of-pocket cost to a method which 
gives substantially better results, the principles illustrated have 
much wider application to the everyday problems of accountants. 


It seems clear enough that the old method of accounting for 
salesmen’s direct costs provided no control whatever. While 
the straight commission is nominally the simplest system of pay- 
ment of all, in this case its very simplicity made it inequitable as 
between territories. The salesmen in effect set their own rates by 
drawing against unearned commissions. The honoring of these 
advances and the subsequent charge-offs to profit and loss, were 
virtually admissions that the concept of expense ‘control either 
was not recognized or was not considered important. 

The depression forced the management to a careful study of 
expense trends, including the problem of salesmen’s costs. It 
immediately became apparent that the records contained inade- 
quate information for decisive and intelligent action in the control 
of these costs. 

It seemed desirable to seek the advice of professional consult- 
ants so that the problem could be met in the shortest possible time. 
The consultants acted with the objective of establishing standards 
with which performance could be compared. Important elements 
in meeting this objective were the examination of the market 
and expense characteristics of the various sections of the country, 
the realignment of territories, and the establishment of a new 
compensation plan. 

Boiled down to its simplest terms the new plan established an 
expense rate for each territory based upon the various marketing 
and expense elements of that territory. The territorial rate ap- 
plied on all sales up to the point where the commissions met the 
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travel costs and guaranteed salary of the salesman. On all sales 
beyond that point, a uniform commission rate was paid. 

The procedure we have described is today’s model of the broad 
plan put into effect in 1931. Such changes as have been made are 
in the direction of simplicity and in the reduction of the clerical 
and analytical work involved. 

Can it be said that the original objective, that of expense con- 
trol, has been accomplished? The following points summarize the 
views of the management on this question: 


(1) It has made possible the development of standards, 
both of performance and of cost. 

(2) It has enabled the accounting department, with cumu- 
lative skill, to aid in the planning of sales activity, to report 
on the results of such activity, and to control the costs arising 
therefrom. 

(3) It has enabled the company to effect real economies in 
sales costs. Because of the classification of towns and the 
resultant increased efficiency in routing, seven salesmen can 
do a better job than was done by ten or more in the old 
days. 

(4) It has reduced the cost of travel by relating reduc- 
tions in expense directly to the salesmen’s earnings. The 
salesmen have a tangible incentive to be economical. 

(5) It has improved personnel relations, chiefly through 
the device of equalizing territorial differences. A satisfied 
sales group is a constructive force from a number of view- 
points, all affecting profits. 

(6) It has done these things at a very low accounting 
cost. The added work necessary to prepare the various an- 
alyses and reports requires a trifling number of man hours 
per month. 


We have not attempted to appraise the sales compensation plan 
itself. No doubt it, like any plan, has some disadvantages and 
limitations. Likewise, it would be possible to indicate points where 
the accounting department could make more detailed and more 
elaborate reports than are now being prepared. Whether or not 
it should is a question of judgment. Certainly, simplicity has its 


advantages. 
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In the opinion of the management of the company, this plan has 
done much to improve the quality of expense control in that or- 
ganization. It has been a constructive tool in the planning of 
future operations, in aiding the setting of more valid standards, in 
controlling operations, and in the preparation of reports on which 
decisive and intelligent action can be taken. 
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